This case is designed to be an introduction to preparing improvement projects for insolvent companies. After reading this text and answering the questions for discussion, the students understand 1) the major aspects that should be highlighted in an improvement project, 2) the links between the reasons for bankruptcy and countermeasures, and 3) the links between the planned measures and their representation in financial statements.
INTRODUCTION
he Turkish Execution and Bankruptcy Code allows insolvent companies to apply to the commercial court and propose a project for restructuring its debts and strengthening its financial status. If the project is found to be serious and feasible by the court expert, the bankruptcy will be postponed for one year.
This postponement is very important for insolvent companies, since the postponement of the decision prevents the initiation of execution proceedings or suspends the pending execution proceedings until the end of the postponement. Consequently, the plan plays a vital role for insolvent companies by allowing them to continue their operations and emerge from bankruptcy.
THE CASE
Science Construction PLC offers design, project development, equipment provision, project financing and contracting services for highways, roads, tunnels and viaducts. The most important customers of the company are Istanbul, Ankara, Ismir, Bursa, and Kocaeli Metropolitan Authorities and the General Directorate of Highways. The company sells asphalt to these customers and paves the roads under their authority.
The asphalt production capacity of the company is 520,000 tonnes per year. The headquarters is located in Istanbul. There are five active construction sites in three different cities. The company owns a license for removing equipment domestically that is valid until June 2014 as well as ISO 9001:2009 for its quality management system and OHSAS 18001:2008 for occupational health and safety management standards.
REASONS FOR BANKRUPTCY

Effects Of The Global Financial Crisis
The main reason for the bankruptcy is the ongoing financial crisis that began in 2008. Throughout the financial crisis, local demand shrank drastically, the possibility of finding financial resources became limited, and the cost of credit and credit guarantees rose. As a result, the company had difficulties preserving its profitability and maintaining the cash balance.
Public investments and the budget of metropolitan authorities were also decreased due to inadequate resources. As a company whose client base was primarily in the public sector, the effects of the crisis were significant.
Differences in The Development Of Costs And Contract Prices
Selling asphalt to metropolitan authorities constitutes the largest proportion of revenues. The tenders are issued in February and March and production takes place between May and November. The price difference between the date of securing the contract and the delivery date is reflected in the progress payments at the level of the producer's price index (PPI) according to the Public Procurement Law. In 2010, in particular, the PPI remained substantially below the increase in asphalt prices. The development of asphalt prices and the PPI are shown in Table  1 . The raw material prices for the company rose by 18% between May and November 2010, but the PPI announced by the Statistical Institute was 7% for the same period. The production costs rose, but the company could not secure a price increase to match the difference. 
STRENGTHS AND WEAKNESSES OF THE COMPANY
The strengths of the company can be summarised as: , respectively. The current ratio is under the industry average of 1.20 and has been decreasing for three consecutive periods. The working capital of the company has also been negative in the last three periods. Thus, the company does not have sufficient current assets to cover its short-term debt. This gap has been financed by assuming more short-term debt. The leverage of the company was 5.65 in 2010. Since the leverage is high, the risk premium of the company is also high, which leads to higher interest rates for bank credits.
High short-term debt accumulated over the years and high interest rates put substantial pressure on the company limiting its ability to make decisions. The company plans to substitute the short-term debt with equity in order to correct this unhealthy financial condition.
Although the revenues are increasing, operating profit and net income have deteriorated over the last three periods. The primary reason is that the increase in cost of services sold was more than the increase in revenues. The cost of services sold increases since the price of raw materials rises. Permanent measures will be taken in order to minimize costs and keep the company running.
MEASURES TO BE TAKEN Payments From The Shareholders
Capital Increase
The issued capital will be increased by 2,000,000.00 TRY by March 2011 and 500,000.00 TRY will be paid in the same month. The remaining 1,500,000.00 TRY will be paid in three equal terms in 2011 and 2012. The payment dates are shown in the Cash Flow Statement.
Collecting Receivables from the Shareholders
Shareholder F. K. will pay his total debt of 1,876,564.72 TRY in three equal terms in February, August and December 2011. Shareholder, Hisal Moving PLC, will pay 300,000.00 TRY in 2011 and 350,000.00 TRY in 2012.
Cost Cutting
Cuts in Production Costs
Raw Materials
Purchase price for crushed stone is 14 TRY. The purchase price consists of the price of the crushed stone (6.50 TRY) and transport costs (7.50 TRY). Starting in 2011, the company will handle the transportation with its own vehicles and cut transport costs by 3.00 TRY. The cost of raw materials is given in Table 2 . Direct Labour * There were 102 employees at the beginning of 2010. Some unqualified personnel were dismissed and the number of staff was reduced to 86 as of January 2011. In the coming periods, the work force will be organised according to the number and value of contracts the company secures.
* The employees that do not work due to underproduction will be given unpaid leave of absence for the period. Thus, the salaries and the subsidiary costs (e.g. meals, services) will decrease.
Production Overheads * Weekly budgets will be prepared in order to control the consumption of indirect materials. No consumption above the caps set by the budget will be authorised.
General Overheads * The number of vehicles used by the management will be decreased in order to reduce the maintenance, insurance, and fuel costs.
* The purchase of consumables will be centralised and credit cards given to the management will be collected so that an efficient cost control can be achieved.
* The night lighting of the headquarters and the construction sites will be removed. A saving in energy costs of up to 50% can be realised by replacing the costly lighting with halogen lamps, as can be seen in Table 3 . Revenues * Infrastructure investments are gathering speed since the municipal elections are near. Ankara Metropolitan Authority contracted 950,000 tonnes of asphalt in 2011. The company has 25% market share in the Ankara district. Hence, it can be assumed that at least 230,000 tonnes will be obtained by the company in the following period. With contracts from other authorities, the company expects a sales volume of 265,000 tonnes. Revenues from new contracts and the relevant costs are shown in Table 5 . Most of the sales will be made to the public sector. The costs are based on the calculations in "Raw Materials". Cost of services sold consists of raw materials, direct labour, construction site expenses and cost of vehicles and equipment used in the production. The latter two comprise the overhead costs. Cost of services sold is shown in Table 6 . General administrative expenses consist of office expenses and the cost of vehicles used by management. Water, energy, telephone, gas, internet connection, heating, cable television, cleaning and representation expenses make up the office expenses. General administrative expenses are shown in Table 7 . 62,742.53 218,236.13 370,616.85 523,197.58 4. Financing costs consist of interest costs of bank credits taken for the purchase of construction equipment and other bank credits, as can be seen from Table 8 . Interest costs for financial leases are shown in Table 9 . 
Proforma Cash Flow Statement
The proforma cash flow statement is shown in Table 10 . Cash inflows from previous contracts result from the completed operations in Kocaeli and Ismir. The claims will be collected in March and August. The payments for crushed stone, fuel oil and gas oil are made three months after delivery, whereas the payment for bitumen 50/70 is made in the month of the delivery. 500,000.00 500,000.00 500,000.00 1,000,000.00 1,000,000.00 Total Cash Inflows 7, 215, 921.57 18, 272, 001.57 33, 339, 939.15 41, 999, 063.92 38, 961, 635 .25 Cost of services sold (cash) 4,016,885.36 11,175,182.18 19,435,857.60 27,404,243.76 29,108,014. 6,838,607.77 18,206,998.19 31,466,138.40 41,701,360.53 38,518,324. 
BUDGET CONTROL
The budget will be measured quarterly to ensure targets are met. The budget will be managed mainly by controlling the development of expenses since they are easier to affect by economy measures than revenues.
Tolerance rate for budget control is set at three percent. If a three percent positive or negative variance is identified in budgeted revenues or expenses, the reasons for the variance will be analysed thoroughly.
Once the reasons for the variance are identified, appropriate measures will be taken to correct the variance or if the variance cannot be corrected, the budget will be revised.
